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Luckin Coffee's competition and development strategy

Abstract
This report is an analysis and evaluation of Luckin Coffee's competition and development strategy. This paper introduces the strategic advantages and limitations of Luckin's development, uses PEST model and Porter's Five Forces model as analysis tools to explain the market competition environment and macro environment of Luckin in the development process, and analyzes the advantages and disadvantages of Luckin's coffee through SWOT, and points out the threats and opportunities Luckin will face. In the end, it puts forward reasonable suggestions for the limitations of Luckin coffee in the development strategy.
Keyword: Luckin Coffee development strategy competitive environment







Student Name:Yi tong Li  
Student ID number:2200244
[bookmark: _Toc28415]Module Code:BMBM6015  
Module:Strategic Management and Sustainability 
[bookmark: _Toc5580]Submitted to Mike Durke
[bookmark: _Toc9076]Reported by Yitong Li


Contents

1.0 Introduction	3
1.1Objectives	3
2.0 Overview of related theories	4
2.1 Competitive strategy	4
2.2 Strategic management	4
2.3 General strategy	5
3.0 Luckin coffee's development strategy	5
3.1 Introduction to Luckin coffee	5
3.2 Luckin coffee's development strategy and limitations	5
3.2.1 Target customers in Luckin coffee	6
4.0 Analysis of competitive environment	8
4.1 Macro-environmental analysis of Luckin coffee	8
4.1.1 PEST model analysis	8
4.2 Analysis of Luckin coffee and five forces model	10
4.3 SWOT analysis of Luckin coffee	11
5.0 Conclusion	11
6.0 Recommendations	11
7.0 References	12


[bookmark: _Toc26051][bookmark: OLE_LINK3]1.0 Introduction
In recent years, with the rapid development of China's coffee market, Luckin coffee, as a new coffee chain enterprise, innovatively put forward the idea of "unlimited scenes", and through the online+offline business model, it quickly rose and became one of the enterprises that attracted much attention in the market, which also redefined the inherent image of coffee brands in the hearts of Chinese consumers. However, in the process of rapid development, Luckin coffee is also facing increasingly fierce competition and an increasingly severe market situation. Therefore, the study of Luckin coffee's competition and development strategy is helpful to understand the advantages and disadvantages of the competition and explore the future development direction and strategy.

[bookmark: _Toc18608]1.1Objectives
Based on Michael Porter's Five Forces Model, PEST Macro Model, SWOT, and other related theories, this report analyzes and evaluates Luckin coffee's competitive environment and development strategy, explains Luckin coffee's strengths and weaknesses in detail, points out its opportunities and threats, and puts forward some suggestions for it.
Michael Porter puts forward the most typical theoretical system of competitive strategy, analyzes the threats faced in the market competitive environment from five aspects, and puts forward that we should constantly enrich and optimize products, services, images, and other factors, so as to form a contrast with other enterprises in the market competition and strengthen our brand image through these comparisons, so as to establish competitive advantages.


[bookmark: _Toc8011]2.0 Overview of related theories
[bookmark: _Toc26247]2.1 Competitive strategy
Competitive strategy is a part of enterprise strategy, which is the plan and action to guide and manage specific strategic business units under the restriction of the overall strategy of the enterprise. The core problem to be solved in enterprise competitive strategy is how to establish and maintain the specific position of this enterprise's products in the market through the relationship among customer demand, competitor products, and this enterprise's products. Among the five competitive forces, three strategic ideas are successful. The goal of these strategic types is to make the operation of enterprises superior in industrial competition. In some industries, this means that enterprises can obtain higher profits, while in other industries, the success of a strategy may only be a necessary condition for enterprises to obtain some micro-profits in an absolute sense. But this situation is unlikely to be realized because enterprises need to go all out to implement any kind of strategy and have an organizational arrangement to support this strategy (Michael Porter, 1980).

[bookmark: _Toc5143]2.2 Strategic management
Strategic management is "the fundamental and long-term planning and guidance for all business activities of an enterprise by the senior managers to ensure the sustainable survival and development of the enterprise through the analysis of the external environment and internal conditions of the enterprise" (Ansoff, 1979). Ansoff believes that the difference between strategic management and previous management lies in that strategic management faces the future and dynamically and continuously completes the process from decision-making to realization. This view is highly consistent with Drucker's "decision and action are the final products of managers' work". Schools of thought originate from two general themes of two different strategic management concepts. Classical methods of strategic management: linear and structured, initiated by Igor Ansoff-planned; The process school of strategic management, initiated by Henry Minzberger, emerged. Decision-making is far from nonlinear or rational but based on the contingency method, which depends on the environment, that is, the "emergency method". There is no "best" or "right" method; According to the specific needs, culture, organization and the situation to be solved, different enterprises will be different. The field of strategic management involves the main intentions and emergency measures taken by the general manager on behalf of the owner and involves the utilization of resources to improve the company's performance in the external environment. (Lynch，2012)

[bookmark: _Toc5193]2.3 General strategy
Michael Porter's strategy promotes enterprises to gain competitive advantage from three basic points: cost leadership, differentiation, and focus. He calls the strategy based on these basic points a general strategy. Mainly include low-cost strategy, differentiation strategy, low-cost focus strategy, and differentiation focus strategy. The cost-leading strategy is to provide standardized products to price-sensitive customers at low cost. It is the best value strategy, which refers to providing products and services to consumers at the best price in the market. The best value strategy refers to comparing similar products with competitors and providing customers with a series of products and services at the lowest price.

[bookmark: _Toc257]3.0 Luckin coffee's development strategy
[bookmark: _Toc6948]3.1 Introduction to Luckin coffee
Luckin coffee, headquartered in Xiamen, is the largest chain coffee brand in China. With the brand vision of "making every customer easily enjoy a cup of good coffee that is worth drinking", Luckin coffee has boldly set up branches in Beijing and Tianjin since October 2017 by investing in the operation radiation effect of its subsidiaries, with the brand mission of "creating a world-class coffee brand originating from China". By making full use of the new retail model of mobile Internet and big data technology, it has deeply cooperated with top suppliers in various fields and is committed to providing customers with high-quality and high-cost performance. Luckin coffee's coffee beans won the gold medal in IIAC International Coffee Tasting Competition for two consecutive years.

[bookmark: _Toc29513]3.2 Luckin coffee's development strategy and limitations
Luckin coffee started to operate in early 2018. As a local coffee brand combining online and offline, its main product is freshly ground coffee, aiming at redefining the model of China's coffee consumption market through Internet technology, and then becoming a new leading brand in China's coffee market. Since its establishment, Luckin coffee has quickly opened stores with huge subsidies and seized the domestic coffee market at the fastest speed. By creating an "infinite scene" model, Luckin coffee tries to cover as many people as possible in a store location, with a streamlined in-store consumption process and efficient delivery service, so that consumers can enjoy high-quality coffee more conveniently (Google Academic, 2022). In addition, Luckin coffee has always emphasized that there is no cashier, store promotion strategy, and technology as the core of the model design. In the first half of 2018, Luckin coffee opened more than 1,000 stores, with accumulated sales revenue exceeding 300 million yuan, making it the second-largest coffee chain brand in China. According to the third quarter financial report released by Luckin coffee in November 2019, Luckin coffee's revenue has exceeded 1.5 billion, a year-on-year increase of 540%; The number of new users is close to 8 million, and the cumulative number of trading users exceeds 30 million, and the surplus is over 100 million yuan. As of January 2020, the market value of Luckin coffee exceeded $10 billion for the first time. According to the latest financial report released by Luckin coffee in 2019, Luckin coffee's net revenue increased fivefold year-on-year. Although the net loss was still as high as 500 million yuan, Luckin coffee finally achieved "single store profit" in the third quarter. The continuous expansion of the store scale also reduces the cost, and the continuous increase of users is accompanied by the increase of users' brand recognition, which also indicates that after the development stage of large-scale subsidies in exchange for customers, Luckin coffee may usher in Internet-style profits.
Luckin coffee focuses on a high performance-to-price ratio and uses the cost leadership strategy, and its price advantage is much higher than that of its peers. According to the data of Narrow-door Dining Eye, the customer unit price in Luckin coffee is only 19.4 yuan, far lower than that of most industrial companies. From the point of view of a single product, the price of a cup of coffee in Ruixing is between 21-29 yuan. In fact, due to the normalized preferential activities, the actual purchase price of consumers is 13 yuan -20 yuan, while the price range of Starbucks products is 31-39 yuan, the price of Arabica is 35-50 yuan, and the price of Luckin coffee is about 30%-50% lower than the two, and the price advantage is very prominent (Google Academic, 2022 At the same time, while ensuring the quality of coffee, Luckin coffee has continuously improved consumers' recognition of brands through technological upgrading and product category innovation. However, there are also limitations, product homogeneity, and brand difference. Luckin coffee's brand positioning is too single, and customers really can't feel the corporate culture without empathy, which is not conducive to the expansion of reputation and influence.

[bookmark: _Toc24797]3.2.1 Target customers in Luckin coffee
According to the market positioning, Rising Coffee's consumer groups are mainly locked, professionals and young customers. All kinds of stores, large and small, are distributed in first-and second-tier cities in China, and they are mainly concentrated in the surrounding areas such as business offices, commercial streets, and universities, occupying geographical advantages. According to Figure 1, different levels of urban coffee consumption are different.

Figure 1: Centralized consumption situation of Luckin coffee in cities of different levels

According to Figure 2, the age distribution of users in Luckin coffee is not uniform, and the young consumers who are not over 30 years old after 90 years are the main consumers, including some students and newcomers.

Figure 2: Age distribution of the users of Luckin Coffee

As can be seen from the chart, Luckin coffee's target customer orientation is mainly concentrated in the first-line and new-line developed areas, with relatively young students or white-collar workers.

[bookmark: _Toc14597]4.0 Analysis of competitive environment
[bookmark: _Toc1297]4.1 Macro-environmental analysis of Luckin coffee
[bookmark: _Toc15827]4.1.1 PEST model analysis
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Figure 3: The PEST model diagram

Under the background of new retail, compared with traditional coffee enterprises, the macro environment faced by Luckin coffee has its uniqueness and complexity, and there is strong uncertainty on the whole.

Analysis of political environment. In terms of law, China revised the Enterprise Income Tax Law of the People's Republic of China (PRC) in 2018, and the tax borne by enterprises was reduced. In 2018, the company law was revised and improved, and the market order was maintained. To standardize the development of e-commerce, effectively maintain the market order of e-commerce and promote its healthy development, the E-commerce Law of the People's Republic of China was implemented in 2019. The revision and improvement of laws have enabled Luckin coffee to obtain strong and favorable conditions for its development, reduced the tax burden, and brought more large-scale financial support to China. At the same time, the market order has also been standardized, which has enabled enterprises to obtain a relatively stable development condition.

Economic environment analysis. On the consumption structure, Engel's coefficient of Chinese residents has shown a downward trend in recent years. Although there is a certain rebound in 2020 due to the COVID-19 epidemic, the overall trend is still downward. This shows that non-food expenditure in household consumption is on the rise. See Figure 4 for details.
[image: db40336c27ef2270e486da21281bc2c]
Figure 4: Change in the Engel coefficient of the national residents

Since 2018-2021, China's GDP has been growing, and residents' disposable income has been also getting higher and higher, which has further promoted residents' consumption.
[image: ee97e74a12b9c7460cdbf403151f351]
Figure 5: National GDP growth from 2015 to 2021

Great changes have taken place in people's consumption habits, and disposable income has also increased, which has generated new consumption demand and increased market space, enabling Luckin coffee to have a larger group of potential users (Li J, 2019). This also gives Luckin coffee a good market environment, which can further realize market expansion.

Social environment. China's population growth rate has slowed down and the gap between urban and rural populations still exists. Consumers have more abundant and diversified channels in lifestyle and buying habits. In the development of Luckin coffee, we need to focus on high-tier cities and consider sinking cities.

Technical environment. In the current technical background, Luckin coffee can get technical support and guarantee, and data resources are of great value to new retail enterprises.

[bookmark: _Toc11662]4.2 Analysis of Luckin coffee and five forces model
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Figure 6: Michael Porter Five-force model diagram

As for the bargaining power of suppliers, Ruixing's coffee machine mainly comes from Switzerland, and the suppliers of raw materials also come from many countries. They are all top supplier brands in the world, which have a solid market position and take the initiative in bargaining activities. However, the products provided by suppliers are not irreplaceable, and buyers have a certain choice of space.

Buyers' bargaining power, Luckin coffee's main customer group is individuals, but in the process of its operation and management, Luckin coffee also brings corporate customers into its target market to promote the development of public-private business. Compared with individual consumers, corporate customers have a high level in both consumption contribution and evaluation (Yi M,2019), which is also an important source of customers in Luckin coffee and takes the initiative in the bargaining process.

When new entrants threaten, Luckin coffee should take timely measures to deal with them and fully restrain them.

With the threat of substitutes, coffee is a special drink with a refreshing function, and its fragrance and taste are also special. Fruit juice, functional drinks, and tea all have the same properties and functions and can all be coffee substitutes (Google Academic, 2018). There are many kinds of products in the beverage market, which is a clear threat to Luckin coffee.

The competition degree of competitors, Luckin coffee opened 2073 stores in 2018, which threatened Starbucks' monopoly position to some extent. It can be seen that Luckin coffee has also been threatened by its competitors (Google Academic, 2022).

[bookmark: _Toc32326]4.3 SWOT analysis of Luckin coffee
According to Google Academic, SWOT mainly includes analyzing the strengths, weaknesses, opportunities, and threats of enterprises.
The advantage of Luckin coffee lies in the right price of coffee and the effective spread of the brand. Excellent brand design and novel sales model. The disadvantage is that the early development situation makes the profit risky and the user experience is poor. Luckin coffee's opportunity is that coffee has a larger share of the audio market. As the disposable income of residents increases, the consumption of coffee will increase. The threat to Luckin coffee is the threat to traditional coffee brands. Small and medium-sized brands occupy multiple markets. Pressure from tea drinks.

[bookmark: _Toc8853]5.0 Conclusion
This report discusses and analyzes the competition and development strategy of Ruixing, and explains the advantages and limitations of Luckin coffee in the development strategy. Through the PEST model, this paper explains the macro-environmental changes and market competition conditions that Luckin coffee is about to face, and points out the threats and challenges that Luckin coffee is facing in the market at present. And through a SWOT analysis of Luckin coffee's strengths, weaknesses, opportunities, and threats.

[bookmark: _Toc20399]6.0 Recommendations
For the long-term development of Luckin coffee, we should ensure the advantage of the product price, and adopt differentiated pricing strategies, such as the product quality of flagship stores should be higher, and the products of different brands should be different in raw materials, equipment processing, and packaging. Combining with the new retail model, we should enhance the profitability of Luckin coffee, such as opening stores in more favorable areas such as office buildings and parking spaces, reducing costs, strengthening retail channels, establishing a more perfect product supply chain, avoiding management risks, and improving the profitability of Luckin coffee. Finally, we should strengthen the customer experience, enhance the customer's loyalty and stickiness to the brand, and strengthen the promotion of the brand to enhance its credibility and image.
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